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\" \ PALOMA PETROLEUM LTD. 


Paloma Petroleum Ltd. 


CONSOLIDATED STATEMENT OF EARNINGS 


Six Months ended June 30, 1976 
(with comparative figures for 1975) 


Revenue: 


Oiliand Gas mew eee cies tens 

Hotel, real estate and 
cafeteria gross operating 
DIOfitS Sir ietee hres ss 

Interest and other income 


Expenses: 


Production of oil and gas 

Administrative ........... 
Interest and finance charges 
Depreciationias. 1s... 
Depletionrsncaceis cose oe 


Net earnings before 
undernoted items ........ 


Income taxes: 


COG aac ceed ae ee 
Deterreds2 eases os ™. 
Province of Alberta 

Royalty Credit ao........ 


Earnings before interest of 
minority shareholders and 
extraordinary item........ 

Interest of minority 
shareholders in net loss of 
subsidiary companies ..... 


Earnings before extraordinary 
eckson Ao a a ene 
Extraordinary item: 


Reduction of deferred 
income taxes resulting 
from application of drilling 
and exploration expenses 
by certain subsidiaries .... 


Netieamnings 1. .2...... 


Net earnings per share: 


Before extraordinary item .. 
Extraordinary item........ 


‘$ 


1976 
(Unaudited) 


$1,316,726 


378,430 
21,139 


1,716,295 


145,828 
317,706 


723,867 
136,226 


243,100 


114,000 
190,000 
(175,000) 
129,000 


114,100 


159,757 


149,568 
1,473,195 


1975 


(Unaudited) 


$897,850 


3,938 
901,788 


97,159 
188,863 
107,032 

25,289 

51,605 


469,948 


431,840 
109,000 
178,000 


(142,000) 
145,000 


286,840 


286,840 


70,000 
$356,840 


4 New gas production 
on-stream. 


3% Discoveries 
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| Siero h PETROLEUM LTD. 


oe Highlights of Operations 
FINANCIAL 1976 1975 
oe Gross income ... ....  $ 6,567,973 $ 1,965,366 
oe Cash flow from Boorancns! anes 1,501,157 1,274,158 
PREM SWOle > oh ce ec ae .36 on 


| Net earnings before 


284,065 659,688 

.07 16 

Faris oe ened 433,565 735,288 

Sear eta Daihadl sat eae Soars en es .10 18 
PERATIONS 

tural Gas sales (Mcf) ..... 3,719,000 2,679,000 

mDailyaverage —. et. 10,189 7,340 

eee oil and condensate 
151,745 159,816 
416 438 


93,172,000 103,238,000 
1,975,347 1,932,332 
8,168,000 4,170,000 


51,377 482,047 


we & i 


4,468,105 4,317,615 
302,120 319,785 


IMG i ty 


The Annual General Meeting of the Shareholders will be held 
on May 16, 1977, in Salon E, Holiday Inn, 708 - 8th Avenue S.W., 
Calgary, Alberta, at 2:00 P.M., Calgary time. 


Report 
of the Directors 
to the Shareholders 


The Company increased its sales of natural 
gas by 39% over the previous year as a result 
of new gas discoveries going on-stream. 
Thirty-five gas wells and one oil well resulted 
from participation in the drilling of 54 wells 
during the year. In addition, there were 
several gas wells discovered on our land by 
other companies drilling under farmout 
agreements. Our 1976 exploration efforts 
resulted in the discovery of new Alberta gas 
reserves at Acadia, Belloy, Cardinal Lake, Flat 
Lake, Lait, Jarrow, Stanmore and West 
Hotchkiss. In early 1977 we drilled a 
successful oil well immediately east of the 
Leduc field in Alberta. A well drilled on our 
Arkansas acreage in 1976 tested gas in 
non-commercial quantities. We have 
concentrated our exploration activity in Alberta 
where the investment opportunity is most 
attractive and secondly in British Columbia, 
where we participated in two unsuccessful 
wells this past year. Although 36% of our oil 
production is derived from Saskatchewan, we 
do not plan any further drilling there until the 
Government policy permits profits 
commensurate with investment. We shall 
tailor our 1977 exploration and development 
budget to optimize the production levels in 
those areas where we have gas contracts and 
also to add to our land inventory whenever 
there are opportunities to acquire attractive 
acreage. 


Dunvegan and Belloy fields continue to be the | 


major source of revenue representing 69% of 
our gas production. We experienced reduced 
gas sales at Dunvegan, for most of the year, 
due mainly to inadequate pipeline facilities 
serving the area. This problem should be 
rectified with the construction of a larger 
pipeline to be completed in April 1977. Gas 
deliveries from Belloy were also down during 
the year because certain wells have been 
watering out. Recent drilling in the area has 
been successful and we expect to raise the 
production level at Belloy during 1977. We 
installed compression and tie-in facilities at 
Nestow and Wainwright during the year and 
will be constructing similar facilities for our 
newly discovered gas areas in order to place 
them on-stream as soon as possible. We are 
fortunate, in light of mid-1976 indications of a 
gas surplus in Alberta, to have 95% of our gas 
reserves under contract. We will be deferring 
some projects which will be affected by 
market delays resulting from the gas surplus. 


The Company currently receives an average 
wellhead price of $1.24 per thousand cubic 
feet of natural gas and $9.75 per barrel of oil 
with price increases anticipated in 1977. 


Paloma’s revenue from the sale of gas and oil 
increased 55% from $1,965,366 in 1975 to 
$3,048,384 in 1976. Revenue from hotel, 
restaurant and real estate operations 
amounted to $3,422,570 and compare 
favorably with revenues prior to our December 
1975 acquisition of Compass Investments of 
Alberta Limited. In spite of increased revenues 
our net earnings have decreased from 
$735,288 in 1975 to $463,022 in the current 
year. This is a result of a substantial increase 
in debt carrying costs as well as the increase 
in all other expenses. We realized $1,049,464 
on the sale of our equity in another oil 
company, in early 1977, in order to provide 
additional cash to the company. 


We are pleased that Mr. G. Clarence Elliott, of 
Winnipeg, joined our board during the year. 
Mr. Elliott spent 35 years in the Investment 
Division of Great West Life Assurance 
Company and was the Vice-President, 
Investment Policy at the time of his retirement 
in July 1975. 


We are grateful for the competance of our 
relatively small staff who have made it 
possible to manage a high level of activity 
during the past year and we look forward to 
another year of achievement in 1977. 


On behalf of the Board of Directors, 
nw Bele e 
President 


March 31, 1977 
Calgary, Alberta 


Alberta......... 
British Columbia 
_ Saskatchewan .. 
Arctic Islands .. 
URS Aer cess 


LAND HOLDINGS 


yams 805,464 
shail weatisote 1,280 
ale Sremins 39,840 
Seid aten 3,491,169 
Sere 130,352 


4,468,105 


Gross Acres 


SUMMARY OF DRILLING ACTIVITY 


~ Paloma Petroleum Ltd. and two of its 
subsidiaries, Compass Resources Ltd. and 
Conquest Oil & Mining Ltd. were all active in 
drilling during 1976. They participated in the 
drilling of 41 exploratory wells and 13 
development wells. All of the development 
wells and 23 of the exploratory wells were 
successful. All of the wells, excepting one 
Wainwright oil well, were gas discoveries. 
Paloma’s interest in wells drilled is as follows: 


Gross Net 

Exploratory 41 13.6 

Productive 23 8.4 
Dry 18 5.2 
Development 13 6.4 


PRODUCTION (Before Royalties) 
NATURAL GAS SALES 
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PALOMA PETROLEUM LTD. 
Review of 1976 Operations 


Production 
NATURAL GAS 


Sales of natural gas increased 39% over the 
prior year’s level as the result of new 
production at Jarrow and Sedalia. A further 
increase is anticipated for 1977 as new 
Alberta gas is placed on-stream at Acadia, 
Dixonville, Flat Lake and Stanmore as well as 
increased production from the Belloy, 
Dunvegan and Jarrow fields. 


OIL AND CONDENSATE 


Production of crude oil and condensate was 
down 5% from the previous year. This drop to 
151,745 barrels, in 1976, from 159,816 
barrels, in 1975, represents a natural 
production decline in our oil wells. 


Reserves (Before deducting royalties) 
December 31, 1976 


CRUDE OIL AND CONDENSATE (BBLS.) 
Province of Alberta 


Pembina Areas... 44 eee ee 
Rainbow Area 
Others. 2. S22 eee eee 


Subtotal 
Province of Saskatchewan 


ParkmaniAlrea: sat soe en eee 
SouthsBureka Area: oe ee ee 
Othe ka yw Ain ee ee eR rere ees 


TOTAL 
NATURAL GAS (MCF) 
Province of Alberta 


Peace 'River’Area'+ 5 3... =.) a ee eee 
ONCE 24S ee ee eeenel Geet ete Ee 


As at December 31, 1976 total proven and 
probable natural gas reserves totalled 
101,340 million cubic feet, compared to 
107,408 million cubic feet at December 31, 
1975. This downward revision of gas reserves 
was due to the performance of the 

Belloy and Dunvegan fields where certain 
wells had not measured up to earlier 
expectations. A corresponding decrease in 
condensate reserves occurred as all our 
condensate comes from these two fields. 
Additional development wells planned for 
Belloy and Dunvegan in 1977 should restore 
the reserves to the earlier estimates or higher. 
Partially offsetting declines at Belloy and 
Dunvegan were new reserves found, ° 
principally at Jarrow, Leahurst, Nestow, Flat 
Lake and Wainwright, Alberta. 


PRICES AND MARKETS 


The Canadian Government policy is to allow 
the price of domestic oil to rise gradually to 
world price levels and also to allow gas prices 


Probable } 
Proved _ Additional Total | 
660,910 = 660,910 
147,119 = 147,119 
682,199 51,377 733,576 
1,490,228 51,377 1,541,605 
163,545 = 163,545 
152,148 = 152,148 | 
169,426 aa 169,426 
485,119 — 485,119 - 
1,975,347 51,377 2,026,724 
63,618,000 oot 63,618,000 
29,554,000 8,168,000 37,722,000 
93,172,000 8,168,000 


101,340,000 


to reach parity with oil prices on a comparative 
heating value basis. 


The current average wellhead price for 
domestic gas is $1.24 per thousand cubic feet 
as a result of price increases of 15.5 cents 
July 1, 1976 and 10 cents per thousand cubic 
feet on January 1, 1977. Oil prices rose by 
$1.05 and $.70 per barrel, on corresponding 
dates, bringing current average wellhead 
prices up to $9.75 per barrel. Additional price 
increases are expected for both gas and oil in 
order to reduce the disparity between 
Canadian and increasing world prices. 


An excess gas supply situation became 
evident during the last half of 1976 and the 
industry faces possible market delays of one 
to three years for new gas discovered in 
Alberta. Paloma is fortunate in that 95% of its 
gas reserves are under contract; however, we 
are deferring projects which will be affected by 
market delays. 


Canadian Operations 


i ; a ° J a 4 iy 
ae, on A 


lf 


DUNVEGAN 


Paloma’s prime source of revenue comes 
from the Dunvegan Gas Unit located in the 
Peace River area of Alberta. Our share of 
sales from the unit was 2,143 MMcf of gas 
and 19,525 barrels of condensate for 1976. 
Production was restricted from May to 

year end due to inadequate pipeline facilities 
serving the Dunvegan area as well as a 
general reduction in gas sales by the industry. 
With the construction of a larger pipeline, to 
be completed in April, 1977, and a program of 
development drilling planned for 1977, unit 
production should be at a daily level of 180 
MMcf by the end of 1977 as compared with a 
daily average of 137 MMcf for this past year. 
This will increase Paloma’s daily production to 
8.1 MMcf from the 1976 average of 5.9 MMcf. 


BELLOY 


Paloma has a 21.875% working interest in 
most of the Belloy field which produced gas at 
an average daily rate of 7.5 MMcf during this 
past year. A development drilling program 
commenced at the end of 1976, with results to 
date, indicating significant increases in field 
production rates. 


JARROW 


The Company, along with its partners, drilled 
eight wells in this area of East Central Alberta 
resulting in seven completed gas wells. In 
addition all of eleven wells drilled by a third 
party, on our acreage, under a farmout 
agreement were completed as potential gas 
wells. Additional gathering lines were installed 
during the year and our compressor capacity 
is now being increased. We anticipate our 
1977 net daily gas sales to average 2.5 MMcf 
under our sales contract with Trans Canada 
Pipe Lines Limited. As a result of the  =—_—© 
extensive 1976 drilling program, much of the 
22,926 acres (7,278 net acres) has been 
developed but we anticipate additional drilling 
to realize the full potential of this area. 


PEACE RIVER AREA : 


This is a highly prospective gas area noted for 
a great number of producing zones. The | 
Company has interests in 417,666 gross 

acres with over 80% of our 25,422 net acres 

still undeveloped. We believe that there is 
considerable exploration potential in this area. 
Developments of particular interest are as 
follows: 


Hines Creek 


Two gas wells were put on-stream May 1, 4 
1976, selling gas to Alberta & Southern Gas 
Co. Ltd. at a daily contract rate of 4.8 MMcf. 

We are forecasting steady production at this 

rate throughout 1977. Our interest in the field 
is 8.33% and the Company is represented in 
72,160 gross acres (3,592 net acres). 


JARROW AREA 


PALOMA INTEREST ACREAGE 
| mame Gas Pipeline | 
: % Gas Well » Dry and Abandoned 
a Gas Processing Facility 


PALOMA INTEREST ACREAGE 


ma a Gas Pipeline 
—w— Gathering Lines 
PUN Gas Processing Facility 


2 PAE 


Dixonville 


A third gas well was discovered on this 
acreage in 1977 and all three wells are 
scheduled to go on-stream in the last half of 
1977, producing at the daily rate of 4 MMcf. 
The Company has a 8.33% interest in the 
14,080 acres comprising this play. 


Cardinal Lake 


Paloma participated in two gas discovery 
wells drilled during 1976 and we expect to be 
selling gas in this area by the end of 1977. 
The Company holds a 4.77% interest in the 
39,226 acre block and further drilling is 
planned for 1977. 


7 
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WEST HOTCHKISS AREA [Je 
PALOMA INTEREST ACREAGE | x 


A a m™ 2s Gas Pipeline © Location 


se Gas well 


> Dry and abandoned 


West Hotchkiss | 


The Company participated in two successful 
gas wells drilled in late 1976 with interests 
varying between 11.5% and 16.5% in 16,000 
acres which were acquired through farmout 
drilling and purchase from the Crown. Our 
lands are located five miles west of a major 
trunk gas pipeline and we are currently 
discussing a gas contract with a potential 
buyer. The area has exciting gas potential and 
we are planning additional wells to be drilled 
in 1977. 


OTHER AREAS 


The Company conducted additional 
exploratory and development activities in East 
Central and Southern Alberta. The main areas 
of interest are as follows: 


Wainwright 


The Company has 8,142 acres in Wainwright 
(3,886 net acres) where we now have 11 gas 
wells and two oil wells on production. We 
installed gathering lines and a compressor 
during the year and are currently selling 1.3 
MMcf per day to Northwestern Utilities Ltd. of 
which the Company’s share is 65%. We 
expect to increase the rate of production 


through further development drilling in 1977. 
Two oil wells currently producing an 
aggregate of 30 barrels per day, on primary 
production, are situated in an oil pool which 
underlies approximately two sections of our 
land. There is potential for future 
development of these lands utilizing a 
waterflood secondary recovery scheme. 


Sedalia 


We have an average working interest of 20% 
in 27,200 acres at Sedalia. We are producing 
gas from five wells contracted to Northwestern 
Utilities Ltd. at a rate of 5 MMcf per day with 

the Company’s share averaging 1.25 MMcf 


per day. There is production potential in the 
undrilled acreage and the timing of future 
drilling will depend upon the gas marketing 
situation. 


Stanmore 


Paloma has acquired an interest in 8,800 
gross acres (3,226 net acres) through farmout 
drilling and lease acquisition. In addition, we 
have a farmout option to earn a further 5,600 
gross acres. Drilling, based on seismic 
surveys, has resulted in two gas wells to date 
and a number of additional wells are planned 
for 1977. We have shared in pipeline and 
plant facilities with other companies operating 
in the area and we have a contract with Trans 
Canada Pipe Lines Limited to sell 2 MMcf 
per day. Our initial share of gas sales will be 
24%. 


Acadia 


Paloma has interests in 5,760 acres, which 
were acquired through farmout drilling and 
lease purchase. We have drilled two 
successful gas wells which tested gas up to 
4.4 MMcf per day. A gas contract is being 
finalized with delivery to commence in late 
1977 and we expect gas sales to be around 1 
MMcf per day. The Company’s share of sales 
will be 40.5%. 


Flat Lake 


In early 1976 we joined with two other 
companies in purchasing two sections of 
prospective gas acreage located within three 
miles of a pipeline in the Flat Lake area which 
is 80 miles Northeast of Edmonton. Two 
successful wells were drilled during the year, 
each of which tested gas at 1.5 MMcf per day. 
We do not have a gas contract and have 
deferred expenditures for a compressor and 
other facilities. Our interest in the Flat Lake 
production will be 26%. 


Lait and Kilda 


In these two areas, along the South border of 
the Province of Alberta, the Company owns 
interest in two shut-in gas wells, both drilled in 
1976 and capable of producing around 1 
MMcf per day. We have a 42% interest in Lait 
and a 26% interest in Kilda. 


U.S. Operations 


Paloma has land holdings in Arkansas, 
Oklahoma and Louisiana. In Oklahoma we 
have an interest in 12,000 acres on the 
Arkoma Basin on which we plan to develop 
drilling prospects for farmout to third parties. 
Along the eastern extension of the Arkoma 
Basin, in Arkansas, we have a one-third 
interest in over 100,000 acres. In 1976 we 
farmed out a 9 section block in exchange for 
the drilling of a 5,000 foot exploratory well. — 
The well was abandoned after finding gas in 
non-commercial quantities. 


The Company has a 25% interest in 
approximately 6,500 acres near the Cotton 
Valley field in Webster County in 
Northwestern Louisiana. We have negotiated 
a farmout whereby a third party has paid us a 
cash bonus and is currently drilling a well in 
excess of 10,000 feet to earn a 75% interest 
in these lands. This well will test the 
Smackover formation which has gas and 
condensate potential. 
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